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Appended are revised pages of the Direct Testimony of Dr. John Haldi (NDMS-T-2). 

The following typographical errors in the proposed rates for Priority Mail, which appear at 

pages 45 and C-15, are corrected and revised pages are attached: the rate for the Zone 4, 15- 

pound cell should be 11.45, not 11.50; the rate for the Zone L, 1,2,3, 35.pound rate cell should 

be 13.30, not 12.30; the rate for the Zone L,1,2,3, 46-pound cell should be 16.60, not 16.30; 

and the rate for the Zone 7, 68.pound cell should be 63.20, not 62.30. These changes also 

affect the corresponding cells (along with the subtotals and totals) set out in Tables C-7 through 

C-l 1, (on pages C-15 through C-19), and necessitate changes to pages 48, 49, C-7 and C-8 of 

the testimony. Revised versions of these pages are attached as well. Also, pages 77 and 78 are 

revised in accordance with Dr. Haldi’s response to USPSINDMS-T2-5. Lastly, one number on 

page 15 has been corrected. 

John S. Miles- 
Alan Woll 
Jack F. Callender 
WILLIAM J. OLSON, P.C. 
8180 Greensboro Drive, Suite 11070 
McLean, Virginia 22102-3823 
(703) 356-5070 

Counsel for Nashua Photo Inc., District Photo Inc., 
Mystic Color Lab, and Seattle FilmWorks, Inc. 
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an extra $&@. ‘l’he result of high zoned rates was a sharply reduced rate of 

growth in zoned Priority Mail. (See discussion, infra.) 

Precedent and proposal. Ample precedent exists for this 

proposal. The Commission has changed the maximum wei.ght of First-Class 

Mail on three prior occasions, to prevent anomalies or unusually large gaps. 

It should do so again. Assuming that the Commission accepts the Postal 

Service’s proposed rate of 23 cents per ounce for each additional ounce of 

First-Class Mail, I propose that the maximum weight of First-Class Mail be 

increased to 13 ounces.’ This will reduce the gap, provide a smooth 

transition from the maximum rate for First-Class Mail to the minimum rate 

for Priority Mail, and give mailers maximum options regarding how they 

send pieces that weigh 12 and 13 ounces.’ 

1.3 Should the Commission recommend a rate for additional ounces of 
First-Class Mail that differs from the proposed 23-cent rate, the maximum weight of 
First-Class Mail should be adjusted accordingly. 

14 The current rate for an 11.ounce piece of First-Class Mail is $2.62. If 
a mailer sends a 12-ounce piece with $2.85 postage ($2.62 + $0.2’3 for the extra 
ounce), despite the theoretical 1 l-ounce maximum weight for Fir.&Class Mail, the 
Postal Service may deliver it as First-Class Mail. Response of witness Moden to 
NDMSILTSPS-T33-31 vr. 1115829). 
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Table 5 

Priority Mail 
Comparison of Revenues, Costs and Contribution 
from Postal Service and NDMS Prooosed Rates 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Revenues 

costs 

Contribution 

Mark-up 

Volume 

(000) 

Postal 
Ls.e!Yb 

$4,133.916 

2.152.087 

$1,981,829 

92.1% 

1,068,680 

Sources: Appendix B for Postal Service proposal, 
Appendix C for NDMS proposal. 

28 Volumes. Under rates proposed here, the projected TYAR volume is 

29 1,077.5 million pieces, while the volume under the Postal Service’s proposed 

30 rates is 1,088.7 million pieces. Under the rates proposed here, the volume of 

31 two-pound/minimum-rate pieces decreases, while the volume of heavier- 

32 weight pieces increases, when contrasted with the Postal Service’s proposal. 

33 Revenues. Revenues from rates proposed here exceed those from the 

34 Postal Service proposal by a slight amount cis~2b;~~~~i~~~~, or 0.3 percent), 
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since heavier-weight pieces produce more revenue, as well as greater 

contribution per piece than lighter-weight pieces. 

Costs. The volume-variable cost of delivering the volume of Priority 

Mail that arises from rates proposed here, in comparison with the cost 

associated with the Postal Service’s proposal, is slightly less (by if;~~~~~~~~~~~~, 

or 0.5 percent). 

Contribution and mark-up. Under rates proposed here, revenues 

are up (slightly), costs are down (slightly), and thus the contribution exceeds 

by a smd amount, ~~~~~~~~~~~, that proeded by the postal Service 

proposal. Contribution as a percent of volume-variable costs is 93.7 percent, 

up from 92.1 percent for the Postal Service proposal. 

This excess contribution could have been used to effect a small 

reduction in some of the rates proposed here. It was decided., however, not to 

deviate from the cost-based formula described previously in order to provide 

a direct counter-point to the Postal Service’s proposed rates. 

Proposed Rates and the Statutory Criteria 

The rates proposed here for Priority Mail satisfy each of the applicable 

statutory critieria set forth in 39 USC. Section 3622(b). 

In terms of fairness and equity, criterion (b)(l), the proposed rates 

provide for (i) a rate increase that is above the system average, (ii) a high 

mark-up over volume-variable cost, (iii) a higher coverage of incremental 

49 
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Florida, virtuaRy aU Priority Mail wiII be removed from normal Postal 

Service trucks (subject to sampling under TRACS) as weII as from short-haul 

commercial air transport. Even if the total amount of the Postal Service’s 

normal highway transportation cost remains the same in the test year, 

removing substantial volume of Priority Mail from trucks subject to TRACS 

sampling should reduce the proportion of those costs attributed to Priority 

Mail in the test year (i.e., the distribution key developed by TRACS should 

reflect the reduction in the volume of Priority Mail), with the attribution to 

other mail carried on those trucks increased by a corresponding amount. 

Nevertheless, witness Patelunas stated that he made no adjustments to the 

distribution of highway costs to account for any change in volume caused by 

the contract.” This means that the Postal Service has overstated total 

Priority Mail highway transportation costs by an amount which could range 

as high as 30 percent of highway transportation costs, or $5l million. 

[DELETION] 

91 Tr. 13/7322,11. 13-17. The Postal Service roll-forward procedure 
apparently has no way to project changes in the distribution key that result from a 
sea change event such as the PMPC contract. 
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Eagle Network Costs 

In this docket, the Postal Service has not only distinguished 

incremental costs conceptually, it has also estimated them.93 Incremental 

costs are, of course, costs that would no longer exist if a particular class of 

mail should cease to exist. This exercise cannot escape a fact that has long 

been obvious - namely, that the Eagle Network exists solely to achieve 

overnight delivery of Express Mail. 94 In recognition thereof, the Postal 

Service proposes to release Priority Mail from the cost burden imposed by the 

93 USPS-T-3. 

94 See Docket No. R94-1, N/DP-T-1, pp. 27-31 

78 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Revised 2/l 1198 

AR other zoned rates from 6 - 70 pounds are rounded to the nearest 

nickel, in accordance with Commission precedent. The results are the NDMS 

Proposed Rates shown in Table C-7 and Table 4 in the testimony. 

Table C-8: Percent Change from Docket No. R94-1 Remand Rates 

The difference between the NDMS Proposed Rates (Table C-8) and the 

Docket No. R94-1 Remand Rates (Table B-l), as a percent of the Docket No. 

R94-1 Remand Rates, is shown in Table C-8. 

Table C-9: Projected TYAR Volume 

The projected TYAR volume for the NDMS Proposed Rates 

~~~~~~~~~~~~~ pieces) is developed using the alternate procedure discussed 

in the testimony, along with the formula shown in the text and in Appendix 

B: 

TYAR,,= TYFSR V,, (1 - 0.435019*R,,) 

Table C-10: Projected TYAR Revenue 

Projected TyAR Priority Mail revenues of~~~~~~~~~~,~~~ are obtained 

by multiplying NDMS Proposed Rates (Table C-7) by projected TYAR 

volumes (Table C-9). 

C-7 
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1 Table C-11: Projected TYAR Costs 

2 Projected TYAR cost, including l-percent contingency 

3 (~~~~~~~~~~~~~~), d IS erived by multiplying projected TYAR volume Vable 

4 C-9) times unit costs (Table C-2). This cost, subtracted from projected TYAR 

5 revenues ~~~~~~~~~~~~~~~~~~~~~~~~), res&s h a contfi,,ution to 

6 institutional costs of~~~~~~~~~~~ 
2 ,~~~t~ ~~1~~~~~~~ as shown in Table 5 of t.he testimony. 

C-8 
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Priority Mail 
NDMS Proposed Rates 
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Table C-8 
REVISED Z/11/98 

Priority Mail 
Percentage Change, NDMS Proposed Rates 

from R94-1 Remand Rates 



Table C-9 

Priority Mail 
Projected TYAR Volumes 
NDMS Proposed Rates 
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Table C-10 

Priority Mail 
Projected NAR Revenues 

NDMS Proposed Rates 
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Table C-11 

Priority Mail 
Projected NAR Costs 

Including 1 Percent Contingency 
NDMS Proposed Rates 

REVISED 2/l i/98 

203.727 
827 ,,0.078 

186,439 238.434 
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I hereby certify that I have this day served by hand delivery or mail the foregoing 
document upon all participants of record in this proceeding in accordance with Section 12 of the 
Rules of Practice. 

February 11, 1998 


